




Materials Management Review 3November 2019

From the Desk of The National President

Dear Professionals,

Season’s Greetings from National President!!!

I hope, you and your family have had a wonderful Festive season.

Come winters and the pollution level shoots to a new height, trying to break its own set

records. The situation is more acute to people living in metro cities. Please take care of your

good health. Materials and Supply chain Managers can play a key role in downsizing the pollution

level to a certain extent by using environment friendly products, leaner and greener supply

chain, Procuring goods keeping whole life cycle costing in mind and ultimately their safe and

materialistic disposal at the end of the life cycle.

The process of Elections under Mr. V K Jain at National Level has been started and I hope most

of the NCs/Chairmen have received ballot papers to cast their votes. Last date of receiving the

ballot papers duly filled and signed at IIMM NHQs is 16th November 2019. I hope by that time

this Journal reaches you, you would have casted your votes to the most eligible candidate and

in the better interest of Institute. I warmly welcome the next NEC to take IIMM to new peaks of

success.

IIMM is in the process of finalising a project in association with World Bank to setup a Public

Procurement Professional Association of India, where Professionals dealing in Public

Procurement can practice latest developments in Public Procurement in the South Asian Region.

NATCOM 2019, a National Mega Event at Kolkata is approaching fast. I request all the members/

subscribers to participate actively in the form of Delegates and Sponsorship.

My best wishes for the Chairman NATCOM 2019 and his team for thegrand success of the

event.

Yours

G. K. SINGH

National President - IIMM
e.mail : s_gksingh@yahoo.co.in
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From the Desk of  Chief Editor

Dear Members,

The majority of Business Stakeholders believe that the ability to respond to changing consumer demands

is lot more important today than it was few years ago, and will continue to increase its importance. No

matter what industry you’re in, end-to-end transparency is in high demand. Customers today expect a

quick, efficient purchasing and delivery process, with access to real-time updates.

As the advent of digital technology has allowed for widespread use of automation and analytics, it’s

become increasingly important for supply chain professionals to capture, analyze, integrate, access,

and interpret high-quality, real-time data.

The supply chain today is an extremely complex series of discrete steps taken together through marketing,

product development, manufacturing, distribution and finally into the hands of the customer. The

scenario will change radically over the next five to 10 years, as different industries implementing Digital

Supply Chain at varying speeds. Digital transformation of Supply Chain is all about setting up of a vision

to improve the product cost, Agility, Inventory levels and Customer satisfaction by implementing

Digitalizedprocesses to drive operational excellence.

Looking at the broader picture of Industry 4.0 and wanting it to be realized, it is pertinent for businesses

to become more smart and digitalized. An important and critical item of this Industry 4.0 is evolution of

traditional Supply Chain towards a more connected, smart, highly efficient and digitalized Supply Chain

ecosystem. Digitalization of Supply Chain will bring more efficiency, transparency, resiliency and

responsiveness to all the players involved — right from the suppliers of raw materials to the transporters

of those supplies and finished goods and finally to the customers.

Digital transformation also provides a valuable opportunity for core business functions, such as finance

and HR, to move away from manual processes and automate key areas like payroll, enabling leaders to

focus on wider business opportunities.It is pertinent that companies understand that digitization does

not just mean adapting to new digital technologies in the market but also to align the existing business

functions and organization goals with these digital initiatives. This will help tap the potential of the existing

resources with an improved performance of the organization

Once built — the digital supply chain “network” will offer a new degree of resiliency and responsiveness

enabling companies to beat the competition and provide customers most efficient and transparent service

delivery. Enterprises through this digital supply chain network can experience lower production and

operational costs, shorter lead times, and enhanced reporting and data analysis capabilities which can

fuel better planning and production programs.

(DR. M.K. BHARDWAJ)
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SUPPLY CHAIN 4.0 - TRANSFORMING

INDIA’S LANDSCAPE

PREM NARAYAN, DGM-UIDAI, LIFE FELLOW, IIMM

premn2011@gmail.com

1
. Introduction : If India to become $5tn economy,

a important steps to need to be  taken include

exploit the opportunities for global trade and

become a preferred sourcing hub for the world. The

country needs to make it simpler to manufacture and

trade within India and globally, investments in trade

infrastructure and adoption of digital supply chain

alongwith robust logistics infrastructure are necessary

to enable Indian businesses stay competitive at a

global stage.

Long before industry 4.0 captured the collective

imagination, supply chains have been critical cogs

across industrial organizations. In recent times, though

supply chains have growns to take increasingly worldly

and complex shape on adoption of  digital and physical

technologies that expand the possibilities of what it

can deliver. The advent of these technologies have

enhanced the interconnected nature of supply chains

and allowed it to evolve into more responsive than ever.

With this, the supply chain has become more

strategically critical component of the organization

delivering greatest insights and enabling leaders to take

better informed decisions

India’s supply chain landscape stand is on the cusp of

a revolution with digtal’s transformatiove capabilities

pushing it to altogether new heights. Considering the

backbone of the economy, india’s supply chain

ecosystem soars to new heights. The Indian logistics

sector is expected to be worth $215 bn by 2020-21,

and given its immence potential, there is a need to

understand the challenges faced by the sector and

remove bottlenecks to progress. With india moving

boldly towards claiming its place in the global polity,

we are witnessing a fast changing India. As our supply

chain infrastructure improves, better regulatory

climate, strong global connect and inexpensive and

accessible technology present massive opportunities

for SCM practitioners to optimize their supply chains.

It is only then that supply chain impact will be truly

far-reaching and profound.

2. Importance of Supply chain : Over the last thirty

years, logistics has undergone a tremendous change:

from a purely operational function that reported to

sales or manufacturing and focused on ensuring the

supply of production lines and the delivery to

customers, to an independent supply chain

management function that in some companies is

already being led by a CSO - the Chief Supply Chain

Officer. The focus of the supply chain management

function has shifted to advanced planning processes,

such as analytical demand planning or integrated S&OP,

which have become established business processes in

many companies, while operational logistics has often

been outsourced to third-party LSPs. The supply chain

function ensures integrated operations from customers

to suppliers.

In the Indian context though, the digitally connected

supply chain and its  potential to drive innovation has

yet to fully catch-on, india’s nationwide infrastructure

issues have often hamstrung our supply chain network,

with challenges coming with the territory, be it

transporting goods by road, rail or sea. Delay in

movement is often the norm, and multiple tax regimes

have been an age-old challenge to surmount.

But introduction of GST has eased things considerably

so too can digital supply chains kick off the net major

growth wave. Logistics costs currently account for as

much as 14 percent of india’s Gross Domestic Product

(GDP), and smart supply chain solutions can play a

major role in keeing there costs in check.

Industries as diverse as automotive, retail and

manufacturing are adopting digital technologies to help

reinvent their supply chains and increase business

efficiencies.  To note just two examples, RFID AND iot

tools are already making their impact by way of

operational efficiencies and cargo safety as well as

reducing transport costs by increasing the speed of

freight movement.

3. Facets of digital supply chains :  The emergence of

new digital and analytical capabilities, combined with

significant policy changes and rising customer

expectations, companies in India need to upgrade their

supply chain processes. Advance economies with

sophisticated logistics ecosystem have demonstrated

the benefits of  digital transformation across the

logistics value, including warehousing operations,

freight transportation, and last mile delivery. There
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advances can help improve the performance and

efficiency of India’s logistics sector. Five important

facets of digital supply chain namely internet of things

(IOT), automation, blockchain, cloud computing and big

data analytics are discussed as under.

i) Internet of things (IOT): it represents a unique

technology transition that can enable predictive

diagnosis and monitoring performance across

the ecosystem. Advanced sensors can be

deployed to monitor and detect risks pertaining

to breakdowns, helping avoid process delays and

fatal accidents. Additionally, global positioning

system (GPS) and Radio-frequency

indentification 9RFID) systems, are being used

to provide real time visibility. This allows service

providers not only accurately predict delivery

times and improve asset utilization, but also

increases engagement as customers track

consignments in real time, reducing frictionthat

used to exist on the customer side.

ii) Automation: from the use of robots to self-

driven vehicles and drones, automation is going

to be a big part of the supply chain of the future.

This will reduce manual intervention for better

management of costs. Artificial intelligence (AI)

can play  abig role in this automation drive and

improve the quality and speed of services. It also

holds the potential to qucken any inspections,

curbing the possibility of handling damage and

cutting down on inventory holding time.

iii) Block chain:  it may be particularly suited to

india given the fragmented nature of india’s

logistics sector and the lack of naly common

platforms to share information. The sheer

quantum of manual data entry increases the risk

of human error, and this would help in creating

an ened to end logistics system that is truly

integrated.

iv) Cloud Computing: As logistics become

increasingly leaner, optimizing assent utilization

will be pivotal to enhancing operational

efficiency. Cloud computing can enhance

collaboration and increase efficiency by allowing

service providers to share fleets and networks

effectively. It will allow vast amount of data

created across the entire value chain to be easily

accessed for round the clock monitoring from

anywhere.

v) Big Data Analytics: Practioners can drive future

strategy by identifying improvements, all with

the use of data analytics. The possibilities are

boundless, including estimating the remaining

useful life of assets, identifying any operation

inefficiencies, and slashing redundancies and

costs. Digital can pay rich dividends, bringing

together disparate stakeholders to deliver richer

value than ever.

4. Digital supply chain enablers : The transformation

into a digital supply chain requires two key enablers -

capabilities and environment. Capabilities regarding

digitization need to be built in the organization but

typically also require targeted recruitment of specialist

profiles. The second key prerequisite is to establish IT

landscape, an innovation environment with a start-up

culture need to be created. This “incubator” needs to

provide a high degree of organizational freedom and

flexibility as well as state-of-the-art IT systems to

enable rapid cycles of development, testing, and

implementation of solutions. Fast realization of pilots

is essential to get immediate business feedback on

suitability and impact of the solutions, to create

excitement and trust in innovations, and to steer next

development cycles. The “ incubator” is the seed of

Supply Chain 4.0 in the organization - fast, flexible, and

efficient.

Supply Chain 4.0 encompasses the application of the

Internet of Things, the use of advanced robotics, and

the application of advanced analytics of big data in

supply chain management: place sensors in everything,

create networks everywhere, automate anything, and

analyze everything to significantly improve

performance and customer satisfaction.

5. Way forward : India is prioritizing transformation of

the logistics sector which will hve direct positive impact

on the economic growth. It reduces the cost goods and

services, improves global competiveness

manufacturers and MSMEs, facilitated trade growth

and creates new jobs.

One of the realities of modern day society is that it

generates huge amount of data, and this is equally true

of modern supply chains. IOT is one definitive

technology that will transform India’s supply chain

through the use of data analytics. It is possible to get

real-time data at all points across the supply value

chain: inventory levels, point-of-sale information,

consumer buying habits, fluctuation in freight costs or

raw materials can be adjusted for as needed.

New generation robotics, automated vehicles (AVs) in

warehouses, blockchain, IOTsensors are going to

permeate India’s logistics sector. In the time to come,

digital tools will spread across the entire value chain

rapidly as organizations start to realize the value of

their supply chains with these digital tools.

���
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O
n the basis of an assessment of the current and
evolving macroeconomic situation, the
Monetary Policy Committee (MPC) at its meeting

today (October 4, 2019) decided to:

� reduce the policy repo rate under the liquidity
adjustment facility (LAF) by 25 basis points to 5.15
per cent from 5.40 per cent with immediate effect.

Consequently, the reverse repo rate under the LAF
stands reduced to 4.90 per cent, and the marginal
standing facility (MSF) rate and the Bank Rate to 5.40
per cent.

� The MPC also decided to continue with an
accommodative stance as long as it is necessary
to revive growth, while ensuring that inflation
remains within the target.

These decisions are in consonance with the objective
of achieving the medium-term target for consumer
price index (CPI) inflation of 4 per cent within a band
of +/- 2 per cent, while supporting growth.

The main considerations underlying the decision are
set out in the statement below.

Assessment

Global Economy

2. Since the MPC’s last meeting in August 2019, global
economic activity has weakened further.
Heightened uncertainty emanating from trade and
geo-political tensions continues  to cloud the
outlook. Among advanced economies (AEs), the
slowdown in the US economy in Q2:2019 appears
to have extended into Q3:2019, weighed down by
softer industrial production. The Institute for
Supply Management’s index for September
indicates that manufacturing slipped further into
contraction to touch its lowest reading in a decade;
hiring by the private sector also slowed down. In
the Euro area too, incoming data suggest that
activity may have moderated further in Q3, with
retail sales declining and manufacturing PMI
remaining in contraction for the eighth consecutive
month in September. The UK economy decelerated
in Q2; the contraction in industrial production and
soft retail sales in July suggest that the loss of
speed has continued into Q3 as well. In Japan, the
loss of momentum in Q2 spilled over into Q3,
albeit cushioned by a fiscal stimulus and

FOURTH BI-MONTHLY MONETARY POLICY STATEMENT, 2019-20

RESOLUTION OF THE MONETARY POLICY COMMITTEE (MPC)

YOGESH DAYAL, CHIEF GENERAL MANAGER

RESERVE BANK OF INDIA

frontloaded consumer spending ahead of a planned
sales tax hike.

3. The macroeconomic performance of major
emerging market economies (EMEs) was weighed
down by a deteriorating global environment in Q3.
The Chinese economy appears to have slowed
down in Q3 as well, with both retail sales and
industrial production growth weakening in July-
August and exports contracting in August;
attention is now focussed on the efficacy of fiscal
and monetary policy stimuli in averting a sharper
deceleration. In Russia, economic activity ticked up
in Q2, though still subdued consumer sentiment
and weak industrial production may restrain
momentum, going forward. Economic activity in
both South Africa and Brazil rebounded in Q2,
emerging out of contraction in the previous
quarter; however, this nascent recovery faces both
domestic and external headwinds.

4. Crude oil prices were pulled down by softer
demand, amidst adequate supplies in early August.
Prices remained range bound until mid-September
when supply disruptions on account of an
escalating geo-political conflict resulted in a spike
which has abated faster than expected. Gold prices
remained elevated on safe haven demand. Central
banks became more accommodative with inflation
remaining below targets across major AEs and
EMEs.

5. Global financial markets have remained unsettled
since the MPC’s early August meeting with bouts
of volatility unleashed by protectionist policies and
worsening global growth prospects. In the US, the
equity market’s August losses were recouped by
early September – investor sentiment was buoyed
by signs of an easing in US-China trade tensions.
Stock markets in EMEs fell, as the strong US dollar
led to capital outflows, though they recovered
partially in September. Bond yields in the US
continued easing till August on growth worries,
before a slight uptick was triggered in early
September by better than expected US retail sales
data and hopes of conciliatory trade negotiations
between the US and China. In the Euro area, bond
yields sank further into negative territory,
propelled by the cut in the deposit rate by the
European Central Bank (ECB) to (-) 0.5 per cent and
the reintroduction of quantitative easing. In EMEs,
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bond yields exhibited mixed movements, driven
by country-specific factors. In currency markets,
the US dollar strengthened against currencies of
other AEs. EME currencies, which were trading
with a depreciating bias in August, appreciated in
early September on country-specific factors and a
revival of global risk-on sentiment.

Domestic Economy

6. On the domestic front, growth in gross domestic
product (GDP) slumped to 5.0 per cent in Q1:2019-
20, extending a sequential deceleration to the fifth
consecutive quarter. Of its constituents, private
final consumption expenditure (PFCE) slowed
down to an 18- quarter low. Gross fixed capital
formation (GFCF) improved marginally on a
sequential basis but remained muted as in the
preceding quarter. Government final consumption
expenditure (GFCE) cushioned the overall loss of
momentum to some extent.

7. On the supply side, gross value added (GVA)
growth decelerated to 4.9 per cent in Q1:2019-
20, pulled down by manufacturing growth,
moderating to 0.6 per cent. Agriculture and allied
activities were lifted by higher production of wheat
and oilseeds during the 2018- 19 rabi season.
Growth in the services sector was stalled by
construction activity.

8. Turning to Q2:2019-20, the initial delay in the
onset of the south-west monsoon rapidly caught
up from July. By September 30, 2019, the
cumulative all-India rainfall surpassed the long
period average (LPA) by 10 per cent. The first
advance estimates of major kharif crops for 2019-
20 have placed production of foodgrains 0.8 per
cent lower when compared with the last year’s
fourth advance estimates. Looking ahead at the
rabi season, the live storage of water in major
reservoirs was 115 per cent of the live storage of
the corresponding period of the previous year on
September 26, 2019 and 121 per cent of average
storage level over the last ten years. Abundant
rains in August and September have led to
improved soil moisture conditions in most parts
of the country, particularly central India, compared
to the corresponding period of the last year.
Overall, the prospects of agriculture have
brightened considerably, positioning it favourably
for regenerating employment and income, and the
revival of domestic demand.

9. Industrial activity, measured by the index of
industrial production (IIP), weakened in July 2019
(y-o-y), weighed down mainly by moderation in
manufacturing. In terms of uses, the production
of capital goods and consumer durables
contracted. Consumer non-durables, led by edible
oils, and intermediate goods, mainly mild steel
slabs, posted sustained expansion and have

emerged as potential growth drivers.
Infrastructure/construction sector activity turned
around to register a growth of 2.1 per cent vis-à-
vis (-)1.9 per cent in the previous month. The
output of eight core industries contracted in
August, pulled down by coal, electricity, crude oil
and cement. Capacity utilisation (CU) in the
manufacturing sector, measured by the OBICUS
(order books, inventory and capacity utilisation
survey) of the Reserve Bank, declined to 73.6 per
cent in Q1:2019-20 from 76.1 per cent in the
previous quarter. However, seasonally adjusted CU
rose to 74.8 per cent in Q1:2019-20 from 74.5 per
cent in Q4:2018-19. Manufacturing firms polled
for the industrial outlook survey (IOS) expect
capacity utilisation to moderate in Q2:2019-20.
The Reserve Bank’s business assessment index
(BAI) fell in Q2:2019-20 due to a decline in new
orders, contraction in production, lower capacity
utilisation and fall in profit margins of the surveyed
firms. The manufacturing purchasing managers’
index (PMI) for September 2019 was unchanged
at its previous month’s level; new orders and
employment improved, albeit marginally, and new
export orders declined.

10. High frequency indicators suggest that services
sector activity weakened in July- August. Indicators
of rural demand, viz., tractor and motorcycles
sales, contracted. Of underlying indicators of urban
demand, passenger vehicle sales contracted in
July-August, while domestic air passenger traffic
accelerated in August. The sales of commercial
vehicles, a key indicator for the transportation
sector, contracted by double digits in July- August.
Of the two indicators of construction activity,
finished steel consumption decelerated sharply in
August and cement production contracted. The
services PMI moved into contraction in September
2019, dragged down mainly by a decline in new
business inflows.

11. Retail inflation, measured by y-o-y changes in the
CPI, moved in a narrow range of 3.1- 3.2 per cent
between June and August. While food inflation
picked up, fuel prices moved into deflation.
Inflation excluding food and fuel softened in
August.

12. Food inflation in August was elevated by a spike in
the rate of increase in vegetables prices, a pick-up
in pulses inflation and persistently high meat and
fish inflation. On the other hand, softer increases
in prices of eggs, oils and fats, non-alcoholic
beverages and prepared meals, and deflation in
prices of fruits and sugar cushioned the rise in
overall food inflation.

13. Deflation in the fuel group deepened in August
largely due to the pass-through from a sharp
decline in international prices of liquified
petroleum gas (LPG). Subsidised kerosene prices,
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however, have been rising in a calibrated manner
as oil marketing companies continued a gradual
reduction in subsidies.

14. CPI inflation excluding food and fuel increased in
July, but its roots were largely confined to prices
of personal care and effects – mainly bullion prices,
and transport and communication, reflecting rise
in prices of petrol and diesel. By contrast, there
was moderation in August, which was spread
across most of the sub-groups; however, gold
prices spiked further on global uncertainties.

15. The Reserve Bank’s September 2019 round of
inflation expectations survey indicates that
households expect inflation to rise by 40 basis
points over a 3-month ahead horizon and 20 basis
points over a one-year ahead horizon, possibly
responding adaptively to the rise in food prices in
recent months. The Reserve Bank’s consumer
confidence survey shows weak consumer
sentiment and tepid consumption demand,
especially relating to non-essential items.
Manufacturing firms see weakening of demand
conditions in Q2:2019-20 and Q3 and expect their
output prices to soften, going forward, as the cost
of finance and salary outgoes remain muted.

16. Overall liquidity remained surplus in August and
September 2019 despite expansion of currency in
circulation and forex operations by the Reserve
Bank draining liquidity from the system. Net daily
average absorption under the LAF amounted to
‘1,40,497 crore in August, essentially on account
of spending by the government, which resulted in
availment of ways and means advances (WMA)
and intermittent overdraft facilities from the
beginning of the month (till August 25, 2019). In
September, with a steady build-up of cash
balances, particularly with advance tax inflows
around September 15, surplus liquidity moderated,
and the Reserve Bank undertook daily net
absorption of ‘1,22,392 crore in September.
Reflecting easy liquidity conditions, the weighted
average call rate (WACR) traded below the policy
repo rate (on an average) by 8 basis points (bps)
in August and by 6 bps in September.

17. Monetary transmission has remained staggered
and incomplete. As against the cumulative policy
repo rate reduction of 110 bps during February-
August 2019, the weighted average lending rate
(WALR) on fresh rupee loans of commercial banks
declined by 29 bps. However, the WALR on
outstanding rupee loans increased by 7 bps during
the same period.

18. Net exports had contributed to aggregate demand
in Q1:2019-20 on account of a deeper contraction
in imports relative to exports. In Q2, merchandise
exports remained weak in July and August 2019,
caused by lower shipments of engineering goods,

petroleum products, gems and jewellery and
cotton yarn. Imports contracted faster during the
period mainly due to lower international crude oil
prices downsizing the oil import bill and a large
fall in the volume of gold imports. Non-oil non-
gold imports were pulled down into contraction
by coal, pearls and precious stones and transport
equipment. These developments led to a narrowing
of the trade deficit during July-August 2019.
Higher net services receipts and private transfer
receipts helped contain the  current  account  deficit
to 2.0 per cent of GDP in Q1:2019-20 from 2.3 per
cent a year ago. On the financing side, net foreign
direct investment rose to US$ 17.7 billion in April-
July 2019 from US$ 11.4 billion a year ago. Net
foreign portfolio investment (excluding the
voluntary retention route) was of the order of US$
3.3 billion during April-September 2019 as against
net outflow of US$

11.5 billion in the same period of last year. Net
disbursals of external commercial borrowings rose
to US$ 8.2 billion during April-August 2019 as
against net repayments of US$ 0.2 billion during
the same period a year ago. India’s foreign
exchange reserves were at US$ 434.6 billion on
October 1, 2019 – an increase of US$ 21.7 billion
over end-March 2019.

Outlook

19. In the third bi-monthly resolution of August 2019,
CPI inflation was projected at 3.1 per cent for
Q2:2019-20, 3.5-3.7 per cent for H2:2019-20 and
3.6 per cent for Q1: 2020-21 with risks evenly
balanced. The actual inflation outcomes for Q2 so
far (July-August) at 3.2 per cent have been broadly
in line with these projections.

20. Going forward, several factors are likely to shape
the inflation trajectory. First, the outlook for food
inflation has improved considerably since the
August bi-monthly policy. Kharif production is
estimated at close to last year’s level, auguring well
for the overall food supply situation. Vegetable
prices may remain elevated in the immediate
months but are likely to moderate as winter
supplies enter the market. Prices of pulses are
expected to remain contained by adequate buffer
stocks. Secondly, forward looking surveys
conducted by the Reserve Bank point to weak
demand conditions persisting, with indications of
softening of output prices in Q3:2019-20.
Accordingly, price pressures in CPI excluding food
and fuel are likely to be muted. Thirdly, crude oil
prices may remain volatile in the near-term; while
global demand is slowing down, the persisting geo-
political uncertainties pose some upside risks to
the inflation outlook. Fourthly, three-month and
one-year ahead inflation expectations of
households polled by the Reserve Bank have risen
in the current round reflecting near-term price
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pressures. Finally, financial markets remain volatile
with currencies of several emerging market
economies trading with a depreciating bias in the
recent period. Taking into consideration these
factors and the impact of recent policy rate cuts,
the CPI inflation projection is revised slightly
upwards to 3.4 per cent for Q2:2019-20, while
projections are retained at 3.5-3.7 per cent for
H2:2019-20 and 3.6 per cent for Q1:2020-21, with
risks evenly balanced (Chart 1).

21. Turning to the growth outlook, real GDP growth
for 2019-20 in the August policy was projected at
6.9 per cent – in the range of 5.8-6.6 per cent for
H1:2019-20 and 7.3-7.5 per cent for H2 – with risks
somewhat tilted to the downside; GDP growth for
Q1:2020-21 was projected at 7.4 per cent. GDP
growth for Q1:2019-20 was significantly lower
than projected. Various high frequency indicators
suggest that domestic demand conditions have
remained weak. The business expectations index
of the Reserve Bank’s industrial outlook survey
shows muted expansion in demand conditions in
Q3. Export prospects have been impacted by
slowing global growth and continuing trade
tensions. On the positive side, however, the impact
of monetary policy easing since February 2019 is
gradually expected to feed into the real economy
and boost demand. Several measures announced
by the Government over the last two months are
expected to revive sentiment and spur domestic
demand, especially private consumption. Taking
into consideration the above factors, real GDP
growth for 2019-20 is revised downwards from 6.9
per cent in the August policy to 6.1 per cent – 5.3
per cent in Q2:2019-20 and in the range of 6.6-7.2
per cent for H2:2019-20 – with risks evenly
balanced; GDP growth for Q1:2020-21 is also
revised downwards to 7.2 per cent (Chart 2).

22. The MPC notes that the negative output gap has
widened further. While the recent measures
announced by the government are likely to help
strengthen private consumption and spur private
investment activity, the continuing slowdown
warrants intensified efforts to restore the growth
momentum.

With inflation expected to remain below target
in the remaining period of 2019-20 and Q1:2020-
21, there is policy space to address these growth
concerns by reinvigorating domestic demand
within the flexible inflation targeting mandate.

It is in this context that the MPC decided to
continue with an accommodative stance as long
as it is necessary to revive growth, while ensuring
that inflation remains within the target.

23. All members of the MPC voted to reduce the
policy repo rate and to continue with the
accommodative stance of monetary policy.

Dr. Chetan Ghate, Dr. Pami Dua, Dr. Michael
Debabrata Patra, Shri Bibhu Prasad Kanungo and
Shri Shaktikanta Das voted to reduce the repo
rate by 25 basis points.

Dr. Ravindra H. Dholakia voted to reduce the
repo rate by 40 basis points.

24. The minutes of the MPC’s meeting will be
published by October 18, 2019.

25. The next meeting of the MPC is scheduled during
December 3-5, 2019.

���
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PROCUREMENT COMPETITIVE ADVANTAGE

T
he forces of Business Environment and Challenges
because of Globalization, Liberalisation,
advancements of Technology, changing

demographics, shifts in consumer demand, resource
scarcity, environmental pressures, governmental
regulations and activism etc and their impact on
Business was discussed in the previous article (MMR
July’07 edition). These forces are not only reshaping
markets, industries, and products; they are
restructuring every sphere of business and profession.
Also we briefly gone through Value System,
Competitive Priorities, Strategy, Supply Chain and
discussed forces and factors for deriving Competitive
Advantage while operating under Competitive
Environment.

To survive and thrive within an increasingly competitive
marketplace, and succeed on sustainable basis
organizations must adapt to the new techniques and
business models and requires a comprehensive
strategic approach to align and synergize internal
systems and capabilities and improve and strengthen
continuously competitive capabilities to face the
challenges and combat external forces. Since purchased
goods and services represent a majority of an
organization’s costs, moreover it is a more critical and
important supportive function in every organization,
procurement function therefore has ample opportunity
not only for cost reductions but also add value into
the business.

Let us now discuss in this article how procurement
function enhances corporation’s competitive advantage
by adding value.

Competition, competitive advantage, and competitive
strategy are the three basic elements those need to be
conceptually understood before we proceed further to
explore how procurement function acts as
corporation’s competitive advantage. Competition is
market imperative - businesses to be aware of
competition in the market - what their competitors are
doing and to find a way to compete by matching or
improving on the competitors’ product or service.
Competition and competitive forces were already
discussed in the previous article. Competitive
advantage is an important concept of strategic
management. It is the measure of a firm’s
competencies and performance against the factors
prevailing in the firm’s external environment. It is
measured by how much more value the firm is able to

provide to its customers as compared to its rival firms.
It defines the ‘uniqueness’ of an organization vis-à-vis
its competitors. Gaining competitive advantage entail
a set of specialized skills, assets, and capabilities for
the organization. Competitive advantage keeps a firm
above the rest of the competing firms. It is acquired
by delivering a higher ‘value’ to the customers as
compared to the rival firms.  Competitive strategy is
all about identifying and exploiting opportunities and
drawing a roadmap towards gaining competitive
advantage. Competitive strategies are certain
approaches adopted by organizations towards gaining
a sustainable competitive advantage i.e. in some way,
gain some unique advantage over other firms in that
industry or over substitutes to the industry’s products.

This paper examines the concepts of procurement
function as a source of value capture, of innovation,
competitively differentiating function, and a strategic
lever of competitive advantage instead of just a
traditional back-room function and look at how it is
gaining significance and momentum in value creation
to enhance competitive advantage of the organization.

PROCUREMENT – THE ENGINE OF CORPORATE
GROWTH : In today’s dynamic business environment,
companies all around the globe are continuing the
pursuit of competitive advantage to boost the value
proposition of the goods and services they offer. Some
of the main thrusts of these efforts are cost, quality,
delivery, service and innovation to focus on customer
value deliverables. On an average 60 – 75% of all
revenues in a typical company goes on costs to procure
goods and services therefore Procurement has
immense opportunity to improve bottom line, driving
growth by adding value and enhance corporate image
and competitive advantage.

Procurement is a critical business function virtually in
every organization. The primary function of
procurement is the acquisition of goods or services at
the best possible Total Cost of Ownership (TCO), by
evaluating and selecting suppliers; sourcing and
procuring products and services based on availability,
reliability and price in order to obtain the right quality
products / services at the competitive price and deliver
on scheduled time of requirement. Inside every
company there is a procurement opportunity that
offers immense potential for cost savings,
improvements in quality, delivery, services, overall
productivity improvements and customer satisfaction.
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Poorly managed purchase function on the other hand
can result in negative impact on company’s costs,
product quality, deliveries, commitments and customer
services and may damage the image of company’s
products and reputation in the market.

Whether it is money spent on goods or services for
direct material (raw goods and materials used in the
manufacture of products); in-direct material (office
supplies and other goods that do not go into the
finished products); or services (temporary and contract
labour, job works, consultancy and other services),
organizations therefore are thriving for procurement
strategy by which they are not only able to save costs,
quantitative improvements in deliverables but serve
as the conduit for converting supply-side potential into
broad, business value contributions and intangible
benefits. Procurement cost savings dramatically
improve company’s bottom line; strong supply base
mitigate supply risks; early participation of
procurement in product design / development
enhances corporate quality image, launching of new
products, market entry into new geographies and
improve the top line sales growth; collaborative
approach and supplier relationships improve supply
base, innovations; adoption of procurement best
practices (strategic sourcing, e-sourcing, global
sourcing, agile supply base, bench marking, six sigma,
lean supply chain, JIT / Kanban, inventory optimization,
VMI etc) proofs procurement as a strategic business
differentiator; good corporate governance and ethical
practices enhances corporate image; cumulatively all
these provide business value and competitive
advantage to the company.

PROCUREMENT – KEY DRIVERS :

The key drivers of procurement in the competitive
environment are increased focus on customer
satisfaction – customer demand; product
improvements / new product developments - product
& package innovations; demand for shorter product
lifecycles; more complex products; increased
competition; continued pressures and compelsions on
costs; thrust on performance improvements and
enhance operational effectiveness; greater challenges
and demands from  internal customers; globalization
of markets and / or supply chains; external
environment with regulatory complexcities and
compliances etc. As already discussed in the previous
article procurement is an important supportive
function in the value chain, it can drive organizational
growth in harmony with other functions. Because of
these compulsions, criticality and importance, the
procurement function has been elevated to a strategic
component of value creation and a rich source of
competitive advantage. The Procuremnet function’s
prime focus is on oganisational objectives (to align
supply base’s capabilities with company’s strategic
initiatives and requirements) with flexibility to adapt
to change with business environment and changes in
organization’s strategy; assurance of quality (quality
of finished product is mostly the result of input goods

and services), manage and maintain supply risk &
continuity while developing and maintaining
relationships (internal co-ordination and supplier
relationship management), cost controls and
reductions; institutionalising best practices
(operational and strategic best  in class practices) and
observing good ethical practices (author’s earlier
articles published in MMR may be refered : Code of
Ethics in Purchase: Aug’06; Code of Conduct in
Negotiations : Sep’06; Code of Professional
Responsibility of Buyers : Dec’06)

PROCUREMENT STRATEGY : FUNCTIONAL SYNERGY :
BUILDING CAPABILITIES :

In this era of competitive environment,  procurement
function has been identified as a key value lever in the
business. The focus of procurement has been on shift
from a somewhat reactive, internally facing,
administrative and service function to a proactive,
market facing, business capability and a strategic
function. In an effort to realize the anticipated value of
the strategic initiatives and find new opportunities from
procurement to drive value into the overall business,
companies are now focusing on aligning of broader
corporate governance, company policy and strategic
business goals  into procurement strategy and systems
so as to  synergize the value propositions by taking
holistic approach. Making procurement work closely
with other business functions it can drive flexibility,
stretch to the extend to meet dynamic customer needs
and creating value to the company’s business activities.

Broader strategic initiatives to synergise procurement
function are to

• Implement a corporate procurement strategy and
integrate procurement function into corporate
strategy to provide competitive advantage.

• Leveraging strategic procurement approaches to
identify the value propositions and establishing
strategies for managing risk and identifying
benefits in the supply base.

• Leveraging the cross functional opportunities to
increase collective comprehension of cost drivers
and value enhancing initiatives.

• Establishing a roadmap to increase visibility across
all spend areas and proactively initiate measures
to control and improve operational efficiencies to
reduce the costs of purchased goods and services
and elimination of non-value added activities in
the process.

• Establish dynamic supply base, improve supplier
performance, and make best use of buying power.

• Institutionalize best procurement practices –
sustainable – legal – ethical – transparent practices.

• Nurture and develop best procurement talent and
encourage innovation.
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• Built and develop infrastructure, adopt latest
technology.

PROCUREMENT : NOT JUST BUYING : IT’S VALUE
CREATION :

Procurement is not just buying, it’s delivering additional
value into the business process drawing from a plethora
of tangible (physical & financial) and intangible (non-
physical factors) value drivers  – by creating value and
gaining competitive advantage from supply markets
by focusing on innovation and growth, value chain
optimization, relationship management, collaborative
approach, advanced cost management, risk
management and supply continuity. The tangible value
additions are cost reductions (input material (direct
and indirect) costs, indirect or contingent costs;
inventory costs; process / operational costs); low cost
sourcing / vendor development; supplier credits;
product development - cost benefits; improvements
of profit margins; quantified benefits of product quality
improvements; rationalization and standardization of
specifications, logistic improvements etc.

Intangible value drivers (non-physical factors) are
Business Relationships (alliances and business
relationships with customers, strategic partners,
suppliers, investors, regulatory bodies and government
groups); Internal Structures (systems and work
processes that leverage competitiveness, including IT,
communication technologies, systems and software,
databases, documents, images, concepts and models
of how the business operates, patents, copyrights and
other codified knowledge); Human Competence
(individual capabilities, knowledge, skills, experience
and problem solving abilities that reside in people);
Social Citizenship (the quality and value of relationships
enjoyed with larger society through the exercise of
corporate citizenship as a member of local, regional
and global communities); Environmental Health (the
value of one’s relationship with the earth and its
resources as understood through calculation of the true
costs of resources consumed by an enterprise or
economy and determination of equitable exchange or
contribution to the health and sustainability of the
environment); Corporate Identity (the value of one’s
vision, purpose, values, ethical stance and leadership
as it contributes to brand equity and economic success

in business relationships). Intangibles are non-physical
factors that contribute to or are used in producing
goods or providing services. They are expected to
generate future productive benefits for the individuals
or firms that control their use. The future of business
relays more on intangible values than on tangible
values. These intangibles may contribute most to
building strong business relationships and providing
unique competitive advantage.

Some of procurement intangible aspects are : becoming
business associates not just buyers by identifying and
pro-actively responding to broader business goals;
developing sustained supply base (supply regularity -
ensuring un-interrupted materials flow, supplier
performance, quality, and compliance); exploring value
propositions – not just price; sourcing capabilities and
solutions – not buying products alone; supplier
collaboration (design to delivery; supply to service
support); strategic supplier relationships (suppliers are
not only support by means of supply of goods and
services but also are rich source of information /
knowledge sharing and innovation); product
development / improvement; pursuing low cost
sources; improvements in speed and efficiency; faster
time to deliver;  enhancement of company’s brand /
quality / best practices image; human resources of
procurement department; knowledge and skill base;
shared ownership and co-operation  etc. Though
difficult to quantify, rarely acknowledged in accounting
methods and not adequately measured, managed or
reported on by organisations, however, these are some
of the critical sources of value that can be utilised by
companies to improve their competitive advantage.

PROCUREMENT - A STRATEGIC LEVER FOR BOTTOM
LINE IMPROVEMENT :

Procurement savings are low risk but high positive
impact alternative for improving profits. Let us see how
dramatically it improves the bottom line.

A generic consensus is that the revenue to cost of
goods sold ratio is about 4 to 3 (that means cost of
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goods sold is appx. 75% of sales revenue); assuming
profit after tax (PAT) of a company is 5.5%, a 5% cost
reduction in direct material cost may result in 30 %
increase in PAT; to achieve the same result sales
revenue has to increase by 30%.  (See the table). As
costs differ from company to company, the financial
figures too vary accordingly. A complete spend
assessment will provide immense visibility into
company’s spend details, total buying power, degree
to which they are leveraging that power and provide
opportunity to improve. Procurement in-effectiveness
may result in opportunity loss and to compensate that
cost almost six times extra sales efforts are required.
Therefore it is obvious that procurement cost
reductions may become a competitive advantage.

SUPPLY RISK AND CONTINUITY – A DAUNTING TASK
OF PROCUREMENT:

The most daunting task of procurement function is how
to leverage the supply base. Supply continuity is an
essential business requirement, whereas supply
disruptions may cause heavy losses in terms of
production loss; failure of timely deliveries to
customers and its consequential loss, late / fail in
product launching in case of new products, loss of
market goodwill and customers etc.

With supply continuity a core element for companies’
risk-management strategies, procurement occupies a
pre-dominant position in defining the strategic
commodities or functions that merit well-developed
risk management plans to provide protection in the
event of a supply disruptions by prioritizing supply
locations, logistics and ensure regularities of supply
(with no stock out or over stock situations) and
maintain multiple suppliers or at least a single supplier
with multiple locations.

While making suitable procurement risk management
planning it is required to identify and monitor supply-
related risk indicators, such as the percentage of
purchases in key categories that have a single source,
originate in potentially unstable countries or pass
through vulnerable transportation bottlenecks. Proper
contingency plans are also need to be made so that
key suppliers create contingency plans of their own to
stabilize the entire supply chain.

Appropriate demand and market forecasting
mechanism provides visibility and responsiveness in
the supply system. These plans not only ensure supply
continuity and avert any possible supply disruptions
and thus saves incidental costs, but also develop a
robust supply base that achieve overall organizational
responsiveness and, as a result, competitive
advantage.

NEW PRODUCT DEVELOPMENT – PRIME ROLE OF
PROCUREMENT:

New product development and / or product
improvements on continuous basis are the hallmarks
of successful businesses, and this implies being alert

for innovations that will improve the quality, speed,
efficiency, and reliability of supply. These are strategic
business aspects that determine company’s growth and
survival in the competitive environment and
positioning of competitive advantage of the company.
Procurement and sourcing plays a prime role in these
strategic initiatives in early participation in design and
development, determining product costs, launching
and delivery scheduling, collaboration with external
suppliers and internal design / process / production
teams, post lunch product sourcing development to
logistics and other associated risks and it’s contributing
various cost factors. These developments reflects in
measurable performance indices like total material cost
reduction, process cost reduction, faster time to
market, reduction of spare parts, logistic convenience
and cost benefits, increased revenue, profit
improvements etc.

Non involvement or late involvement of procurement
on the other hand may lead to potential risks like delay
in product launch, delay or fail in penetrating into new
geographies, increased direct material cost, supply
risks, unexpected component obsolescence, missed
regulatory compliance, lack of ability to take advantage
of sourcing leverage, increased incoming inspection
costs, raised manufacturing cost etc. Thus it is obvious
that procurement has major contributing role in new
product developments and product improvements
there by improve top line sales growth and provide
the company competitive advantage.

PROCUREMENT : A STRATEGIC BUSINESS
DIFFERENTIATOR :

Apart from regular procurement functions like
managing supply base and availability; controlling
supply costs and cost reductions; inventory control and
optimization and resultant cost benefits etc.
procurement may become a strategic business
differentiator.   Substantial and sustained benefits from
procurement activities may be achieved for bottom line
as well as top line improvements by utilizing a blend
of suitable strategies, tools, techniques, skills and
technology expertise.

Strategic Sourcing, e-Sourcing, Contract Management,
Low Cost Country Sourcing, Collaborative Approach,
Supplier Relationship Management, Agile Supply Base,
Predictive Analytics, Value Chain Alignment; Bench
Marking, Six Sigma and Lean Supply Chain Principles,
etc. are modern tools and strategies emerging into the
procurement making it a vibrant and dynamic
functional activity and a strategic business
differentiator that provides competitive advantage to
the company.

In the subsequent articles we shall study Procurement
Strategies and bench marking world class practices.

���
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Ten years on from the global financial crisis, the world
economy remains locked in a cycle of low or flat
productivity growth despite the injection of more than
$10 trillion by central banks. The latest Global
Competitiveness Report paints a gloomy picture, yet
it also shows that those countries with a holistic
approach to socio-economic challenges, look set to get
ahead in the race to the frontier.

2019 GLOBAL COMPETIVENESS INDEX
The TOP 10

LONG-TERM GROWTH: THE FINAL FRONTIER :  This
year’s Global Competitiveness Report is the latest
edition of the series launched in 1979 that provides
an annual assessment of the drivers of productivity
and long-term economic growth. With a score of 84.8
(+1.3), Singapore is the world’s most competitive
economy in 2019, overtaking the United States, which
falls to second place. Hong Kong SAR (3rd), Netherlands
(4th) and Switzerland (5th) round up the top five.

Each indicator, or “pillar” uses a scale from 0 to 100,
to show how close an economy is to the ideal state or
“frontier” of competitiveness in that area.

Building on four decades of experience in benchmarking
competitiveness, the index maps the competitiveness
landscape of 141 economies through 103 indicators
organized into 12 themes. Each indicator, using a scale
from 0 to 100, shows how close an economy is to the
ideal state or “frontier” of competitiveness. The pillars,
which cover broad socio-economic elements are:
institutions, infrastructure, ICT adoption,
macroeconomic stability, health, skills, product market,
labour market, the financial system, market size,
business dynamism and innovation capability.

WHAT IS COMPETITIVENESS :  What is economic
competitiveness? The World Economic Forum, which
has been measuring countries’ competitiveness since
1979, defines it as: “the set of institutions, policies and
factors that determine the level of productivity of a
country.” Other definitions exist, but all generally

GLOBAL COMPETITIVENESS REPORT 2019

include the word “productivity”.

The Global Competitiveness Report is a tool to help
governments, the private sector, and civil society work
together to boost productivity and generate prosperity.
Comparative analysis between countries allows leaders
to gauge areas that need strengthening and build a
coordinated response. It also helps identify best
practices around the world.

The Global Competitive Index forms the basis of the
report. It measures performance according to 114
indicators that influence a nation’s productivity.
The latest edition covered 141 economies, accounting
for over 98% of the world’s GDP. Countries’ scores are
based primarily on quantitative findings from
internationally recognized agencies such as the
International Monetary Fund and World Health
Organization, with the addition of qualitative
assessments from economic and social specialists and
senior corporate executives.

A LOST DECADE :  Economic tipping point and a
widening competitiveness gap

The world is at a social, environmental and economic
tipping point. Subdued growth, rising inequalities and
accelerating climate change provide the context for a
backlash against capitalism, globalization, technology,
and elites. There is gridlock in the international
governance system and escalating trade and
geopolitical tensions are fuelling uncertainty. This holds
back investment and increases the risk of supply
shocks: disruptions to global supply chains, sudden
price spikes or interruptions in the availability of key
resources.

The Global Competitiveness Report 2019 reveals an
average across the 141 economies covered of 61
points. This is almost 40 points short of the “frontier”.
It is a global competitiveness gap that is particularly
concerning, given the world economy faces the
prospect of a downturn. The report’s survey of 13,000
business executives highlights deep uncertainty and
lower confidence.

While the $10 trillion injection by central banks is
unprecedented and has succeeded in averting a deeper
recession, it is not enough to catalyse the allocation of
resources towards productivity enhancing investments
in the private and public sectors.

However, some of this year’s better performers appear
to be benefiting from global trade tensions through
trade diversion, including Singapore (1st) and Viet Nam
(67th), the most improved country in 2019.

The principal culprits :  Persistent weaknesses in the
drivers of productivity growth are among the principal
culprits. In advanced, emerging and developing
economies, productivity growth started slowing in
2000 and decelerated further after the crisis. Between
2011 and 2016, “total factor productivity growth” –
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or the combined growth of inputs, like resources and
labour, and outputs – grew by 0.3% in advanced
economies and 1.3% in emerging and developing
economies.

The financial crisis added to this deceleration through
“productivity hysteresis”– the long-lasting delayed
effects of investments being undermined by
uncertainty, low demand and tighter credit conditions.
Beyond strengthening financial system regulations,
many of the structural reforms designed to revive
productivity that were promised by policy-makers in
the midst of the crisis did not materialize.

The injection of cash by the world’s four major central
banks may have even contributed to divert more
capital towards the financial market rather than to
productivity-enhancing investments.

WHO’S THE BEST IN CLASS?

1. With a score of 84.8 out of 100, Singapore is the
country closest to the frontier of competitiveness

2. Other G20 economies in the top 10 include the
United States (2nd), Japan (6th), Germany (7th) and
the United Kingdom (9th) while Argentina (83rd,
down two places) is the lowest ranked among G20
countries

3. Asia-Pacific is the most competitive region in the
world*, followed closely by Europe and North
America [*Some Asia-Pacific rankings: Singapore
(1st), Hong Kong (3rd) , Japan (6th) , Taiwan (12th),
South Korea (13th), Australia (16th), New Zealand
(19th), Malaysia (27th), China (28th), Thailand (40th),
Indonesia (50th), Brunie (56th), Phillipines (64th),
Vietnam (67th), India (68th), etc.]

4. The United States may have lost out to Singapore
overall, but it remains an innovation powerhouse,
ranking 1st on the business dynamism pillar, 2nd on
innovation capability, and 1st for finding skilled
employees

5. Nordic countries are among the world’s most
technologically advanced, innovative and dynamic
while also providing better living conditions and
social protection

6. Denmark, Uruguay and Zimbabwe have increased
their shares of renewable sources of energy
significantly more than other countries at their
respective levels of competitiveness

WINNING THE GAME – HOW TO GET AHEAD?

The index examines the relationship between
competitiveness and the two other dimensions of
sustainable development – social cohesiveness and
environmental sustainability. It shows that there are
no inherent trade-offs between competitiveness and
sustainability, and between competitiveness and social
cohesiveness. This suggests a “win-win” policy space,
where a productive, low-carbon, inclusive economy is
possible, and it is the only viable option going forward.

Be an all-rounder :  The report is a reminder to apply a
holistic approach and to better balance short-term
considerations against factors whose impact is felt
beyond quarterly results and election cycles. For

example, the results of the index show that labour and
education policies have not been keeping up with the
pace of innovation in most countries, including in some
of the largest and most innovative economies.

For least-developed and emerging economies, their
fragile economic foundations make them highly
vulnerable to shocks. With extreme poverty reduction
decelerating and nearly one-half of humanity still
struggling to meet basic needs, the report suggests the
need for sustained, productivity enhancing economic
growth remaining critical for improved living standards.

In parallel, the unfolding climate crisis requires urgent,
decisive and coordinated action by policy-makers.
Supporting economic growth at all costs can no longer
be a sole objective.

Integrate tech :  Governments must better anticipate
the unintended consequences of technological
integration and implement complementary social
policies that support populations through the Fourth
Industrial Revolution. The report shows that several
economies with strong innovation capability like South
Korea, Japan and France, or increasing capability, like
China, India and Brazil, must improve their talent base
and the functioning of their labour markets.

The world’s largest economies also have room for
improvement on technology governance. Based on how
the legal frameworks in their countries are adapting
to digital business models, only four G20 economies
made it into the top 20: United States (1st), Germany
(9th), Saudi Arabia (11th) and the United Kingdom (15th).
China ranks 24th in this category.

Education, education, education :  Talent adaptability
is critical. It pays to enable the workforce to contribute
to the technology revolution and to be able to cope
with its disruptions. Talent adaptability also requires a
well-functioning labour market that protects workers,
not jobs. Advanced economies such as South Korea,
Italy, France and, to some extent, Japan need to develop
their skills base and tackle rigidities in their labour
markets. As innovation capacity grows in emerging
economies such as China, India and Brazil, they need
to strengthen their skills and labour market to
minimize the risks of negative social spillovers.

Economic Growth Does Not Happen In A Vacuum :
Sustained economic growth remains the surest route
out of poverty and a core driver of human
development. For the past decade, growth has been
subdued and remains below potential in most
developing countries, seriously hampering progress on
several of the UN’s 2030 Sustainable Development
Goals (SDGs). The competitiveness landscape of 2019
does not bode well. Individual countries, the aid
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community and all stakeholders must step up their
efforts urgently.

The world is not on track to meet any of the SDGs.
Least developed countries have missed the target of
7% growth every year since 2015. Extreme poverty
reduction is decelerating. 3.4 billion people – or 46%
of the world’s population – lived on less than $5.50 a
day and struggled to meet basic needs. After years of
steady decline, hunger has increased and now affects
826 million – or one in nine people – up from 784
million in 2015. A total of 20% of Africa’s population is
undernourished. The “zero hunger” target will almost
certainly be missed.

The index shows that there is little determinism and
fatalism in the process of economic development.
Economic growth does not happen in a vacuum. Some
basic building blocks are required to jumpstart the
development process, and more are needed to sustain

it. In the current volatile geopolitical context, and with
a likely downturn ahead, building economic resilience
through improved competitiveness is crucial, especially
for low-income countries.

So as monetary policies begin to run out of steam, it is
crucial for economies to rely on fiscal policy and public
incentives to boost research and development, enhance
the skills base of the current and future workforce,
develop new infrastructure and integrate new
technologies.

» Global Competitiveness Rankings 2019 is attached.

» Full report is here.

https://www.weforum.org/reports/how-to-end-a-
decade-of-lost-productivity-growth

���
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T
he L1 tendering system, also called Least Cost
Selection Method under which the lowest bidder
is given a contract, has been prevalent in the

government departments, ministries, public sector
undertakings (PSUs) for over 70 years.

But the Chief Vigilance Commission (CVC) now believes
that the L1 system may not be the most appropriate
and capable method of delivering the results
commensurate with the high growth trajectory of
development envisioned for the country and it needs
to be done away with, according to people aware of
the development.

The apex vigilance institution has prepared a concept
note or a proposal in this regard, which would be put
before the government very soon. HT has seen a copy
of the concept note, which says that the conventional
L1 method was not suited in high impact infrastructure
projects or for setting up complex processing unit or
purchasing a state of art machine/equipment.

The CVC says that “it needs to be revisited” and “an
all-inclusive public procurement strategy is required”
in sync with a rapidly changing world, which calls for
complex technological solutions at the best prices for
the larger public good.

The CVC has been exploring alternative strategies. It
has over the past three-four months held discussions
with major players like Oil and Natural Gas Corporation
(ONGC). It has also been studying the guidelines of the
World Bank and Asian Development Bank on
procurement as well as Tamil Nadu, Rajasthan, and
Karnataka’s public procurement acts, the people said.

After discussions, it has concluded that while the L1
system may still be good for procurement of routine
works and non-consulting services, but for high impact
and technology complex procurements, this method
may not be able to cater to today’s need for innovation,
quality, speed, functionality, efficiency.

Citing a flaw in L1, CVC note says that a bidder with
better credentials and higher capability tends to quote
a higher price to meet the economics for the superior
product, services and eventually loses out in price
competition.

The CVC has recommended alternative strategies like
Quality-cum-Cost Based Selection (QCBS), Quality-
Based Selection, Quality-cum-Least Cost Based

Selection, Procurement Based on Life Cycle Cost and
Swiss Challenge for future procurement.

In the QCBS, according to CVC, higher weightage—
70:30 or 80:20—could be given to the technical
credentials of a bidder, which may include experience,
manufacturing capability, availability of state of the art
machinery, systems, domain expertise, design etc vis-
a-via the price offer. “This method is capable of selection
of vendors of superior credentials, which in turn will
be capable of delivering higher quality output,” the note
says.

The Quality-Based Method simply focuses on quality
and price can be mutually agreed upon. About third
suggestion, QLCSB, the CVC  says best bidders
could be shortlisted based on quality and then price
bids of top three or more could be opened and lowest
could be offered the work.

About procurement based on Life Cycle Cost, CVC says
recurring costs on maintenance and operation may, at
times, outweigh the initial cost considerations. In such
cases, a superior quality infrastructure asset with lesser
maintenance, higher productivity, higher uptime
backed by financial instruments like bank guarantees
should be considered.

About the Swiss Challenge, CVC says in this method,
the private sector proposal initiator may submit a suo
motu proposal to the government agency for a project.
After studying the proposal, the government may put
up competitive bidding for counter-proposals. If the
initiator fails to match the counter-proposal, then it
may go to the latter.

Former ONGC chairman R S Sharma called the note a
welcome move. “L1 does not work especially where
technical expertise is required. It is as if you have to go
to the doctor, you will choose the best doctor, not the
one which charges the least. L1 is suitable only in orders
and contracts where there is bulk item purchase,” he
said.

“But the most important thing [in this] is that
transparency should not be compromised by
somebody using discretion. When PSUs, government
departments or ministries use discretion, then you
have corruption. Evaluation criteria should be
predetermined. This brings more objectivity,” Sharma
said
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CVC TO CALL FOR A ‘REVISIT’ OF OLD TENDERING SYSTEM
Central Vigilance Commission (CVC) now believes that the L1 system may not be the most

appropriate and capable method of delivering the results commensurate with the high

growth trajectory of development envisioned for the country.
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